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The in fo rm a tio n  con ta ined in th is report has been prepared fro m  sources considered re liable, bu t its accuracy is no t guaranteed by us 
and is N OT necessarily a com plete  sum m ary o f all available materials on the subject. O pin ions expressed herein do no t necessarily re flect 
In s titu te  p o licy . R eproduction  o f these materials w ith o u t p r io r approval o f the A IC P A  is p ro h ib ite d .
GENERAL ACCOUNTING OFFICE
S. 2230, the Federal Management Reorganization and Cost Control Act o f  1986, i s  "an
important step towards developing a strategy for making la stin g  improvements in  
our o v e ra ll management and fin a n cia l structure...," according to  recent testimony 
by U.S. C om ptroller G eneral C h arles A. Bowsher in  W ashington, D.C. b e fo re  the 
Senate Committee on Governmental A ffa irs . S. 2230 was introduced by Governmental 
A f f a ir s  Chairman Sen. W illiam  V. Roth, J r. on 3/26/86. To d ate, th e re  have been 
two hearings on the b i l l .  Among other things, the b i l l  would create an O ffice  o f 
Financial Systems w ith an appointed Administrator, placed w ithin the Executive 
O ffice  o f  the President and, in  addition, create con tro llers for the major Federal 
agencies. In part, Mr. Bowsher noted that "the accuracy o f fin an cia l information 
about th e  F ed eral government i s  u n ce rta in  because most o f  th e in fo rm atio n  i s  
unaudited." He went on to  say th a t: "Most would agree th a t  th e f in a n c ia l  
in fo rm ation  about th e fe d e r a l government which i s  needed by the Congress, the 
e x e c u tiv e  branch, and th e p u b lic  w i l l  re q u ire  modern accou n tin g and oth er 
fin a n cia l management systems. But agreement on these broad g e n e ra litie s  is  not 
enough. We must a ls o  im plem ent the system s to  p rovid e th e s p e c i f ic  typ es o f 
in fo rm ation  needed. For exam ple, I f e e l  s tr o n g ly  th a t  au d ited  a g e n c y - le v e l 
fin an cia l statements are essen tia l."  Numerous other witnesses included Members o f 
Congress, associations, and public in te re st groups.
JUSTICE, DEPARTMENT OF
"...Private c i v i l  RICO has evolved in to  something e n tire ly  d iffe re n t from the o rig in a l
conception o f  i t s  enactors," Richard K. W illa rd , A s s is ta n t  A tto rn ey  G eneral fo r
the C i v i l  D iv is io n  o f  th e J u s t ic e  Department, to ld  th e American Insurance 
A s s o c ia tio n  5/21/86. He went on to  note th a t  th e " l i s t  o f  defendants who have 
been sued under th is  so -ca lled  'racketeering' statu te  today reads lik e  a d irectory  
o f  Fortune 500 co rp o ra tio n s, investm ent banking firm s, 'b ig - e ig h t ' accounting 
firm s and s e c u r it ie s  and brokerage houses." He s a id  th a t  c i v i l  RICO i s  p a rt  o f  
th e " la r g e r  problem o f  th e c i v i l  l i t i g a t i o n  e x p lo sio n  nationw ide" and th a t  the 
statu te  i s  not being used p rim arily  to  combat organized crime. He c ite d  an AICPA 
study: "A...study o f 132 published decisions conducted by the American In stitu te  
o f  C e r t i f ie d  P u b lic  Accountants found th a t 57 s u it s  in vo lved  s e c u r it ie s  
transactions and 38 su its  involved e ith er commercial or contract disputes. Only 5 
su its  involved transactions o f the kind associated w ith organized crime such as 
arson, extortion  or bribery. These s t a t is t ic s  show that v ir tu a lly  no one i s  using 
p r iv a te  c i v i l  RICO as a to o l  a g a in s t  o rgan ized  crim e." Turning n ext to  th e 
e f fe c t  o f  the Sedima Supreme Court decision on future RICO actions, Mr. W illard 
s a id , "Sedima.. .re le a se d  c i v i l  RICO from i t s  'r a c k e te e r in g ' m oorings...Sedima 
displaces w e ll established federal statutory schemes which have evolved over f i f t y  
ye ars  to  re g u la te  the s e c u r i t ie s ,  com m odities, banking, accou n tin g and t h r i f t  
in d ustries...Sedima undercuts standing lim itatio n s which c a re fu lly  lim it  access to  
federal courts...Private c i v i l  RICO p la in t i f f s  who a lle g e  se c u ritie s  fraud can now 
com pletely circumvent these federal s e c u r it ie s  law  lim ita tio n s ...T h e  accounting 
in d u stry  has a lre a d y  become a t a r g e t  fo r  such ju d ic ia l  a c tiv is m  and judge-made 
l i a b i l i t y  doctrines." Mr. W illard noted that an additional e f fe c t  o f the Sedima 
decision is  the threat o f  punitive treb le  damages and attorneys' fees imposed upon 
leg itim ate  businesses engaged in purely commercial transactions. He said, "The 
th r e a t  i s  havin g an im pact on accou n tin g and in vestm ent banking firm s, the 
s e c u r it ie s  in d u stry , t h r i f t s  and banks." Mr. W illa rd  concluded h is  remarks by 
statin g , "Many respected groups have begun to  speak out about the need for reform. 
Even the J u d ic ia l Conference o f  the United States adopted a resolution  th is  month 
u rgin g  th e Congress to  ’narrow the reach o f ' c i v i l  RICO...."
Colvin noted th at tax-exempt income in  the corporate statem ent w i l l  be included in  
th e  p re fe re n c e  item . C a p ita l  g a in s  w i l l  not be taxed  a t  a p r e f e r e n t ia l  r a te  in  
1987 or 1988, and in stallm en t sa le s  w i l l  be taxed a t  the ra te  th a t was in  e f fe c t  
a t  th e  tim e th e  g a in  was re co g n ize d , a cco rd in g  to  Mr. W ilk in s . He fu r th e r  
asserted  th a t any tra n s itio n a l ru les would ra is e  problems in  achieving the base 
broadening w hich th e  b i l l  s e t s  o u t to  do. On th e  is s u e  o f  p a s s iv e  incom e, Mr. 
Mentz explained th at passive lo sses and gains would be netted and a c tiv e  income 
and lo sses  would be netted. However, lo sses  on the p assive s id e  would not o f fs e t  
g a in s  on th e  a c t iv e  s id e , w ith  th e  ex ce p tio n  o f  a $25,000 l i m i t  when m a t e r ia l ly  
p a r t ic ip a t in g  in  re n tin g  p ro p e rty  d u rin g  a t r a n s i t io n  p e rio d . In  a d d itio n , 
in t e r e s t  expense from  a second home m ortgage w i l l  be d e d u c tib le  as m ortgage 
in te re st. Mr. Colvin stated  th a t Senate flo o r  debate on the measure i s  expected to  
b e g in  in  June, a co n fere n ce  w ith  th e  House b y August, and a f i n a l  package ready 
for P resid en tia l approval by e a r ly  October.
SPECIAL; HOUSE INTRODUCES LEGISLATION ON AUDITOR ACTIVITY
L e g is la tio n  designed to  require independent auditors to  d isc lo se  fraudulent a c t iv i t ie s
a t  p u b lic ly  held  corporations was introduced on 5/22/86 by Rep. ROn Wyden (D-OR)/
w ith  co -sp o n so rsh ip  from Energy and Commerce Com m ittee Chairman Rep. John D. 
D in g e ll (D-MI). The F in a n c ia l Fraud D e te ctio n  and D isc lo su re  A ct o f  1986, H.R. 
4886, i s ,  a cco rd in g  to  i t s  auth or, th e  p rod uct o f  16 months o f  h e a rin g s  in  the 
Energy and Commerce Subcom m ittee on O versigh t and In vestigation s. Among other 
p r o v is io n s , th e  measure re q u ir e s  a u d ito rs  to : in c lu d e  s p e c i f i c  p roced u res fo r  
d e te c t in g  f in a n c ia l  fraud as p a r t  o f  th e  a u d it  p lan ; e v a lu a te  in te r n a l  c o n tr o l 
system s e s ta b lis h e d  by co rp o ra te  managers; d is c lo s e  su sp ected  fra u d u le n t 
a c t i v i t i e s  in  th e  f in a n c ia l  s ta tem en t, and inform the appropriate enforcement 
a u t h o r it ie s  a t  th e  fe d e r a l, s t a t e ,  or lo c a l  le v e l .  There i s  a ls o  a requirem ent 
th at the auditor or examiner and the partner or manager o f  the auditing firm  who 
i s  re s p o n s ib le  fo r  th e conduct o f  th e a u d it  or exam in ation , p e r s o n a lly  s ig n  th e 
w r it te n  re p o rt. A d d itio n a l co-sp on sors o f  th e  measure in c lu d e  Energy and 
Commerce Com m ittee members Reps. G erry S ik o r s k i (D-MN), Thomas Luken (D-OH), 
Dennis E ck art (D-OH), Jim  S la t t e r y  (D-KA), and R ichard Shelby (D-AL). C opies o f  
the le g is la t io n  may be obtained by contacting the AICPA a t 202/872-8190, ext. 47.
SPECIAL; PRESIDENT CHENOK ADDRESSES AICPA SPRING TAX D IV ISIO N  MEETING 
"Overall, I b e lie v e  the profession  i s  doing a good job. We have taken the in i t ia t iv e  
to  r e c t i f y  th o se  s i tu a t io n s  th a t  need im provem ent. We a re  w orking w ith  th e 
governm ent and th e  r e g u la to r y  a g e n c ie s  in  a rea s  where th ey  have exp ressed  
concern." T h is was th e  opening sta tem en t o f  AICPA P re s id e n t P h i l ip  B. Chenok 
addressing the AICPA's Spring Tax D ivision Meeting in  Washington, D.C. Mr. Chenok 
spoke o f  issues facing the accounting profession  as the AICPA moves towards i t s  
c e n te n n ia l in  1987: c o n tin u a tio n  o f  th e  D in g e ll o v e r s ig h t  h e a rin g s , le g a l  
l i a b i l i t y ,  RICO, and hearings by Rep. Jack Brooks (D-TX) on the q u a lity  o f  audits 
o f  grants to  S tate  and lo c a l governments by nonfederal auditors. In response to  
these issues, Mr. Chenok noted th a t task  forces o f  the AICPA's Auditing Standards 
Board are re-examining the aud itor's re s p o n s ib ility  fo r d iscovering fraud and for 
reporting i l l e g a l  a cts , review ing and reporting on in tern al con tro ls, and dealing 
w ith  d is c lo s u r e  o f  r i s k s  and u n c e r ta in t ie s  th a t  b u s in e sse s  fa c e . F u rth er, th e 
AICPA C o u n cil r e c e n t ly  approved th e c r e a t io n  o f  two a d d it io n a l  membership 
d iv is io n s fo r personal f in a n c ia l planning and management advisory services. In 
a d d itio n , th e  C o u n cil i s  co n s id e rin g  recommendations o f  the Anderson Committee 
which in c lu d e  changing th e  p r o fe s s io n 's  code o f  e t h ic s  and re q u ir in g  m andatory 
p eer re v ie w  fo r  I n s t i t u t e  membership. In  co n c lu s io n , Mr. Chenok s ta te d , "I 
b e l ie v e  we have d isp la y e d , as a p r o fe s s io n , a g r e a t  d e a l o f  r e s p o n s ib i l i t y  in  
keeping w ith  the image our profession  has earned over the la s t  century."
SMALL BUSINESS ADMINISTRATION
Robert L. Haddad, CPA, has been se le cted  as the N ational Sm all Business Accountant
Advocate o f  the Year by the SBA. Mr. Haddad is  a partner w ith  P rice  Waterhouse in
Boston and i s  partner in  charge o f the sm all business tax  group. He was honored 
in  W ashington, D.C. d u rin g  N a tio n a l Sm all B usin ess Week, 5/18-24/86. The 
c r i t e r ia  used to  s e le c t  the accountant advocate were e f fo r ts  to  improve fin a n c ia l 
c o n d itio n s  fo r  sm a ll f irm s. S p e c ia l  e f f o r t s  to  t r a in  sm a ll b u sin e ss  owners in  
acco u n tin g  and ta x  management w ere a ls o  co n sid e red . Mr. Haddad se rv e s  as a 
d ire cto r  o f the Small Business A ssociation  o f  New England and has a lso  contributed 
to  th e  work o f  s e v e r a l  governm ent boards and c o u n c ils . A reco g n ized  e x p e rt on 
s p e c i f i c  ta x  q u e stio n s  a f f e c t i n g  sm a ll b u sin e ss , he t e s t i f i e d  a t  h e a rin g s  
re g ard in g  ta x  reform  conducted by th e  Senate Finance and Sm all B usin ess 
Committees. His testim ony before these two congressional committees la s t  summer 
i s  cred ited  as a key fa c to r  in  easing the impact o f  the f i r s t  tax  reform proposal 
on sm a ll b u sin e ss , a cco rd in g  to  th e  SBA. Mr. Haddad has been a member o f  th e 
AICPA since 1973.
TREASURY, DEPARTMENT OF
Taxpayers who had to  pay bank charges re su ltin g  from erroneous le v ie s  placed on th e ir
bank accou n ts can be reim bursed fo r  up to  $1,000 fo r  th o se  ch arges under a new
p o licy , according to  a recent announcement from the IRS. Claims must be f i le d  on 
th e  new Form 8546, C laim  fo r  Reimbursement o f  Bank Charges In curred  Due to  
Erroneous S e r v ic e  Levy, w ith in  one y e a r  a f t e r  b e in g  charged w ith  th e  fe e . 
Taxpayers should m ail the claim s to  the address on the levy and include a copy o f 
th e  le v y  and v e r i f i c a t i o n  th a t  th e  ta x p a y e r p a id  th e  ch arges. The c la im s  can 
co v er a bank's fe e  fo r  p ro c e ss in g  a le v y  as w e ll  as ch arges fo r  o v e r d r a fts  
d ir e c t ly  caused by the levy. IRS w i l l  reimburse taxpayers w ith  le g a l claim s when 
i t  determines— (1) IRS caused the error, (2) the taxpayer has not contributed to  
th e  c o n tin u a tio n  o r compounding o f  th e e r r o r  and, (3) th e ta x p a y e r responded on 
tim e to  any c o n ta c t  b y IRS and p rovid ed  s u f f i c i e n t  docum entation as req u ested  
b e fo re  th e  IRS imposed th e  le v y . Form 8546 should be a v a i la b le  soon in  most 
areas. Taxpayers whose one-year deadline fo r f i l in g  a claim  w i l l  be up before the 
form i s  a v a i la b le  should use Form 5646, C laim  fo r  Damage, In ju r y  o r Death, o r 
w r it e  a l e t t e r  o f  in te n t  to  f i l e  a c la im  to  th e  ad d ress on th e  le v y . Taxpayers 
using Form 5646 should send i t  d ir e c t ly  to  the address on the le v y  instead o f  the 
add ress on th e  form w h ile  th o se  who send a l e t t e r  should in c lu d e  t h e i r  name, 
ad d ress, amount c la im ed  and s o c ia l  s e c u r it y  number o r ta x p ay er i d e n t i f i c a t i o n  
number.
Most provisions o f  any ta x  reform le g is la t io n  passed th is  year w i l l  become e f fe c t iv e
1 / l /87, according to  A ssista n t Treasury Secretary J. Roger Mentz addressing the
AICPA's Spring Tax Meeting in  Washington, D.C. The only exceptions to  prospective 
application , according to  Mentz, are the repeal o f  the investment ta x  cre d it, the 
p r o v is io n s  r e la t in g  to  a r b it r a g e  bonds, and th e  p e n a lty  ta x  on re v e r s io n s  when 
q u a lifie d  plans are terminated. These w i l l  be e f fe c t iv e  as o f l/l/8 6. Individual 
r a te  re d u ctio n s  would be e f f e c t i v e  on 7/1/87. A ddition ally , p a rtic ip a n ts  heard 
from Senate Finance Committee M ajority and M inority C hief Counsels, John Colvin 
and B i l l  W ilk in s , r e s p e c t iv e ly .  Mr. W ilk in s  d isc u sse d  how th e  book income 
p re fe re n c e  to  be in clu d e d  in  th e  co rp o ra te  a l t e r n a t iv e  minimum ta x  w i l l  work, 
n o tin g  th a t  a l i s t  o f  p r e fe r r e d  so u rces fo r  th e  acco u n tin g  in fo rm a tio n  w i l l  be 
developed. For a p ublic corporation, the preferred  source i s  a published annual 
re p o rt, fo llo w e d  by an SEC f i l i n g .  For a n o n -p u b lic  c o rp o ra tio n , th e  o rd er o f  
preference i s  audited statem ents used for cred ito rs, audited statem ents presented 
to  sh a re h o ld e rs , and f i n a l l y ,  sta tem en ts  th a t  a re  not s u b je c t  to  a u d its . When 
companies do not have regular fin a n c ia l statem ents, there w i l l  be an e le c tio n  to  
use e i t h e r  th e  p r e fe r r e d  re p o rts  o r an e a rn in g s  and p r o f i t  c a lc u la t io n . Mr.
SPECIAL: AICPA TO HOLD CONFERENCE ON  GOVERNMENT AUDITING
The AICPA w i l l  hold i t s  annual Governmental Accounting and Auditing Update Conference
cxi 8/25-26/86 at the Hyatt Regency Hotel on C apitol H ill in  Washington, D.C. Hie
conference w i l l  provide tim ely  guidance and p ra c tic a l advice on the Single Audit 
A ct o f  1984, how to  improve th e q u a li t y  o f  governm ental a u d its , cu rre n t 
developments in  governmental accounting and auditing, the impact o f  the Gramm- 
Rudman-Hollings A ct (the balan ced  budget a ct) on governm ental u n its , and o th er 
cu rren t is s u e s  o f  in t e r e s t  to  g ra n to rs , r e c ip ie n ts ,  government e x e c u tiv e s , and 
independent a u d ito rs . The keynote address w i l l  be d e liv e r e d  by The Honorable 
C h arles A. Bowsher, C om p tro ller G eneral o f  the U.S. Rep. Frank Horton, (R-NY), 
the Ranking M inority Member o f the House Government Operations Committee, which 
has conducted hearings regarding th e  q u a li t y  o f  a u d its  perform ed by n on fed eral 
auditors, w i l l  a lso  address the conference. The AICPA's proposal fo r improving 
th e q u a li t y  o f  a u d its  w i l l  a ls o  be a to p ic  con sid ered  a t  th e con feren ce. 
Recommended CPE c r e d it  i s  16 hours. For fu r th e r  in fo rm a tio n  c o n ta c t th e  AICPA 
Meetings Department a t 212/575-6451.
SPECIALS AICPA NATIONAL CONFERENCE ON  CREDIT UNIONS I S  SCHEDULED 
The f i r s t  AICPA nationwide conference on c re d it  unions has been scheduled fo r 9/25-
26/86 a t  the Hyatt Regency C rystal C ity  in  Arlington, V A .A n  overview o f  recent
developments in  the c re d it union movement w i l l  be featured a t  the conference, as 
w e ll as the follow ing topics: Workshop on the new audit guide; the accountant's 
l i a b i l i t y  c r is is ;  regulatory compliance; current developments in  accounting and 
auditing; aomputer fraud prevention; and CUSOs. Roger W. Jepsen, the Chairman o f 
th e N atio n al C re d it  Union A d m in istra tio n , w i l l  be th e keyn ote speaker a t  th e 
conference. Edgar F. Callahan, the former Chairman o f  the NCUA, w i l l  a lso  address 
th e con feren ce, fo cu sin g  on l i k e l y  fu tu re  developm ents in  th e  c r e d it  union 
movement. Recommended CPE cre d it i s  16 hours. For further information contact
the AICPA Meetings Department at 212/575-6451.
The r e c e n t ly  re le a s e d  AICPA a u d it  and accounting guide, Audits o f  C redit 
Unions, designed to  provide guidance for dealing w ith the sp ecia lized  requirements 
o f the cre d it union industry, is  a v a ilab le  by c a llin g  the AICPA Order Department 
a t 212/575-6426.
SPECIALS NATIONAL COMMISSION ON FRAUDULENT FINANCIAL REPORTING ISSUES FIRST TRIMESTER 
REPORT
Management, the independent public accountant, and law enforcement are the most
s ig n ific a n t facto rs a ffe c tin g  the fin an cia l reporting process according to  the 
Honorable James C. Treadway, Jr., former SEC Commissioner and current Chairman o f 
th e N atio n al Commission on Fraudulent F in a n c ia l R eporting, in  an address in  
Washington, D.C. on 5/19/86. Appearing before the 24th Corporate Accounting and 
Financial Reporting In stitu te , Mr. Treadway reported on the f i r s t  s ix  months work, 
the " f i r s t  trim ester," and stated  th at an exposure d ra ft w i l l  be d istrib u ted  for 
public comment "on approximately March 1, 1987." This comment period, according 
to  Mr. Treadway, w i l l  la s t  90 days, leading to  the publication o f a f in a l Report 
by the end o f  another 90 days. Among the q u estio n s i n i t i a l l y  exp lo red  by the 
C om m ission  w e re : "What c a u s e s  f r a u d u le n t  f i n a n c i a l  r e p o r t in g ?  W hat i n t e r n a l  
corp o rate  p ressu res  co n tr ib u te ?  What in d iv id u a l shortcom ings come in to  p lay? 
What fa ilin g s  o f p rivate  corporations and o f corporate governance contribute? What 
broader so c ie ta l and economic pressures are in f lu e n t ia l?  What in ad eq u acies o f  
governm ental re g u la tio n s  have an im pact?" In exam ining th e r o le  o f th e 
independent p u b lic  accountant, Mr. Treadway s ta te d  "...w e f in d  no sh ortage o f  
is s u e s ."  Among th e is s u e s  mentioned w ere: p ro fe s s io n a lis m  and i t s  p o s s ib le  
decline; competition; opinion shopping; auditors' a b i l i t y  and obligation  to  detect 
fraud; the p ro fe s s io n 's  e x is t in g  r e g u la to r y  and enforcem ent mechanism and
proposals for change; and the p oten tia l impact o f non-audit services on auditor 
independence. In conclusion, Mr. Treadway lis te d  elements which could cause the 
e f f o r t s  o f  th e Commission to  be view ed as s u c c e s s fu l. Among th e se  would be 
whether the Report "provides a b asis for other p rivate , public, and professional 
groups to  go fu rth e r  in  c e r ta in  areas —  whether i t  becomes a springboard fo r  
others to  pursue matters in  more depth."
SPECIAL: TORT REFORM BILL HELPFUL TO CPAs INTRODUCED IN  CONGRESS
A b i l l  e n title d  the Professionals' L ia b i l ity  Insurance Reform Act o f  1986 would
re q u ire  s t a t e s  to  pass t o r t  l i a b i l i t y  in surance law s conform ing to  minimum
standards set by the b i l l  or face im position o f those minimum standards by Federal 
re g u la tio n . The b i l l ,  H.R. 4874, introduced  5/21/86 by Rep. Don R it t e r  (R-PA), 
a p p lie s  to  c i v i l  a c tio n s  brought in  s t a t e  co u rts  a g a in s t  a p r o fe s s io n a l on the 
b a s is  o f  a n e g lig e n ce , s t r i c t  l i a b i l i t y ,  or m a lp ra ctice  standard and in clu d es 
"accountant" in  i t s  l i s t  o f  covered p r o fe s s io n a ls . H.R. 4874 p rov id es the 
fo llo w in g  minimum stan dards: 1) P r e t r ia l  screen in g  to  d iscou rage fr iv o lo u s  
claim s; 2) Lim itation o f  jo in t and several l i a b i l i t y  so that awards are made on 
th e b a s is  o f  f a u lt ;  3) R e s tr ic t io n  o f  a tto rn e y s ' con tin gen cy fe e s  based on a 
s l id in g  s c a le ;  4) P e r io d ic  payments provided  in  cases where th e award exceeds 
$100,000; 5) Lim itation o f non-economic damage awards to  $250,000; 6) Judgement
awards to  be reduced by insurance, wage continuation programs or other payments or 
b en efits  intended to  compensate the p la in t i f f  for the same injury; 7) Counsel to  
be h e ld  l ia b l e  fo r  e x c e s s iv e  c o s ts  when a s u it  i s  brought w ith o u t a reason able 
b a s is  in  law s t r i c t l y  to  a ch ie ve  an o u t-o f-c o u r t  m onetary se ttle m e n t; and 8) 
Punitive damage awards to  be paid to  the court to  cover court costs rather than to  
th e p l a i n t i f f .  H.R. 4874 was re fe r r e d  j o i n t l y  to  the House Energy and Commerce 
and House Judiciary Comm ittees.
For fu rth er inform ation contact Nick Nichols or Shirley Hodgson a t 202/872-8190.
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